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OLD AGE PENSION SCHEMES: A CRITI- 
CISM AND A PROGRAM 1 

SUMMARY 

Spread of Old Age Pension Legislation, 713 — I. Fundamental Prin- 
ciples Involved, 715. — Analysis of Main Types of Scheme, 715. — II. 
(1) Partial Non-contnbutory Pensions, 720 — Effects on Poor Rehef, 
721. — On Wages, 723. — On Character and Efficiency, 725. — On 
Family, 727 — (2) Compulsory Insurance, 728. — (3) Voluntary Annuity 
Systems, 733. — III. Conclusions concerning Non-contnbutory Pensions 
and Compulsory Insurance, 735. — Outline of Program of Legislation 
for Amencan States, 738. — Adequacy of Proposed Measures, 741 

The establishment of old age pension systems in 
many states is a striking phase of the growth of social 
legislation during the last two decades. Germany 
led the way in 1889, with the first old age and inva- 
lidity insurance law. Denmark instituted a- system 
of old age out-door relief in 1891. Next, three of 
the Australasian colonies of Great Britain estab- 
lished old age pension systems, — New Zealand in 
1898, New South Wales in 1900, and Victoria in 1901. 
Meanwhile Belgium had adopted a system of old age 
insurance and pensions in 1900. France and Italy 
also later introduced special measures of old age relief, 
modeled after the Belgian system. In 1908 the Com- 
monwealth of Australia enacted an invalidity and old 
age pension measure to go into effect July 1, 1909; 
the Canadian parUament passed a law providing for 

1 The analysis of the old age pension problem and the program of legislation set 
forth in this paper are the outcome of studies made by the writer as secretary of the 
recent Massachusetts Commission on Old Age Pensions, Annuities, and Insurance. 
The statistical data and quoted matter in this article are in all cases taken from the 
report of the Commission, House No 1400, January, 1910 It seemed superfluous 
to append foot-notes to the text citing pages of the report The writer has also used 
without quotation marks the language of the report, as it is his own. 
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the issue of government annuities; and England 
adopted the old age pension act to go into effect 
January 1, 1909. The French senate has recently 
passed a measure of obligatory and contributory 
old age insurance.' Projects of legislation with ref- 
erence to this question have been under parUamen- 
tary consideration in Austria, Norway, and other 
European states. 

This widespread movement has been prompted 
by mixed motives; humanitarian and economic con- 
siderations have worked together in its support. 
The former were uppermost in the minds of the pio- 
neers of the movement. The men who first directed 
public attention to the problem of old age provision 
in England, about a generation ago, were philan- 
thropists who desired to reduce the volume of human 
misery. They were shocked by the extent of old 
age pauperism. They proposed that a pension sys- 
tem be estabUshed as a means of taking aged workers 
out of the almshouses and enabling them to spend 
their last years in self-respecting comfort. Later, 
the humanitarian motive was reinforced by economic 
considerations. The changing conditions of economic 
life forced the problem of industrial superannuation 
upon the attention of employers. The increasing 
use of machinery and the growing stress of competi- 
tion demanded the retirement of workers at an earlier 
age. Employers have come to recognize that the 
aged worker is a burden on industry; his retention 
in active employment after he has passed the limit 
of his efficiency means economic waste. The estab- 
lishment of pension systems has, therefore, been 
proposed as a means of retiring employees at a reason- 
ably early age and removing this handicap on industry. 

1 See the accoiint by Dr. Foerster below, at p. 763. 
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I 

The various plans for the solution of the problem 
of old age support which have been tried or proposed 
involve widely different principles and methods. 
The first issue that arises in passing upon principles 
and methods of solution is, should the plan be con- 
tributory or non-contributory ? That is, should the 
expense be borne in whole or in part by the benefi- 
ciaries, in the form of contributions to pension or 
insurance funds, or should the cost be defrayed 
entirely by the State, through general taxation ? 
If the contributory principle be chosen, then the 
further question arises, should participation in the 
plan be compulsory or voluntary ? That is, should 
individuals be left entirely free to take advantage 
of the system of pensions or insurance provided, 
or should they be compelled to participate in the 
scheme ? If, however, the non-contributory principle 
be chosen, the matter of compulsion becomes irrele- 
vant, because it is evident that every one who really 
needed such aid would apply for a pension under 
any non-contributory system. Finally, whether the 
plan be contributory or non-contributory, this further 
question comes up for consideration, should the in- 
surance or pension scheme be universal or partial ? 
That is, should the benefits be extended to all without 
restriction, or should they be confined to those who 
meet specified conditions of eligibihty ? 

Proceeding further with the analysis — from prin- 
ciples to measures — we may group the various plans 
of old age pensions, insurance, or annuities under 
six main types : 

(1) Universal Non-contributory Pension Schemes. 
This type of scheme is associated with the names of 
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Charles Booth of London and the late Edward Everett 
Hale of Boston — the most prominent advocates 
of universal non-contributory pensions. The scheme 
of Mr. Booth calls for the grant of a pension of 7s. a 
week to every person 70 years of age and over. Mr. 
Booth would exclude aliens, and possibly other 
ineligibles, from the benefits of the pension system, 
but remarks that it is unnecessary to burden the 
statement of his scheme with these details. Practi- 
cally, the plan is universal in its application, and is 
wholly non-contributory. Any person claiming to 
be 70 years of age and entitled to a pension would 
take out an application. If the application were 
allowed, the pensioner would then be provided with 
a certificate of identity and a pension book, which 
would enable him to draw his allowance weekly at 
a local post office. The plan proposed by the late 
Edward Everett Hale was similar to that of Mr. 
Booth. Every citizen, man and woman, over 69 
years of age was to be paid a pension of $100 a year. 
The cost of this scheme was to be met out of the 
proceeds of a State poll tax. It was Dr. Hale's 
opinion that, if the expense of a pension scheme were 
provided for in this way, the citizens who paid a poll 
tax would feel no discredit attaching to the receipt of 
a pension, since they would themselves provide the 
funds out of which the pensions would be paid. 

(2) Partial Non-contributory Schemes. This type 
of scheme is embodied in the old age pension acts 
of Great Britain and Australia. The application 
of the British and Australian systems of old age 
pensions is restricted to the deserving aged poor. 
The British act provides for the payment of pensions, 
not exceeding 5s. weekly, to persons 70 years of age 
and over, but excludes from the benefits of the scheme 
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the following classes: persons who have lived in the 
United Kingdom less than 25 years; persons whose 
yearly incomes exceed £31 10s.; persons in receipt 
of poor relief; persons who have failed to work accord- 
ing to their ability to maintain themselves and their 
dependents; inmates of lunatic asylums; and persons 
convicted of a prison offence. The scheme is wholly 
non-contributory, the expenses being paid out of 
" money provided by Parliament." The Australian 
system is similar in principle to the British plan, 
the main differences being that the pensionable age 
is lower, namely, 65 years, and that the amount of 
the pension is larger, namely, 10s. per week. 

(3) Compulsory Contributory Insurance, with State 
Subsidy. This is the well-known German system. 
The insurance is compulsory on all wage-earners, 
and on salaried persons whose yearly income does 
not exceed 2000 marks. The scheme is founded on 
the principle of obligatory insurance for working 
people, with assistance by employer and State. Par- 
ticipation in the plan begins with the completed 
sixteenth year. The pension is paid at the age of 
70. The contributions by the insured are graded 
according to the amount of wages or salary in each 
case. The contribution is divided equally between 
the employer and the employed. The State pays 
the expenses of administration, and in addition con- 
tributes to each pension a fixed sum. This method 
of dividing the burden works out in practice so that 
one-third of the total expense is borne by the State, 
by employers, and by employed respectively. The 
amount of the pension is small, the maximum allow- 
ance not exceeding $60 per year. 

(4) Voluntary Contributory Insurance, with State 
Subsidy. This is the plan embodied in the Belgian 
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old age pension act. It is a scheme for subsidizing 
thrift by means of a state contribution to insurance 
funds provided through individual savings. The 
object is to put a premium on saving for old age. 
Participation in the scheme is optional. The pension 
is payable at the age of 60; the amount is $72. The 
plan is administered through a superannuation fund 
bank, maintained by the State. Citizens may insure 
themselves, making contributions to this bank; the 
State then pays a bonus or premium on the amount 
contributed by the individual. This scheme of as- 
sisted insurance is supplemented in Belgium, it should 
be added, by a system of non-contributory pensions. 

(5) Annuity Schemes under Public Administration. 
This type of scheme has been adopted in Massachu- 
setts through the savings bank insurance act of 1907, 
and in Canada through the government annuities 
act of 1908. The underlying principle of these two 
measures is essentially the same. They provide for 
the sale of insurance or annuities at low rates, under 
a governmental guarantee. In the Canadian scheme 
the sales are made directly through a governmental 
department; in the Massachusetts scheme, indirectly 
through the medium of the savings banks. The 
system differs from the Belgian plan of voluntary 
contributory insurance, in that the State pays no 
direct subsidy to the insurance funds. There is, 
however, a small subsidy by the State, in the form 
of the expenses of administration. The maximum 
amount of the annuity in Canada is $600, the mini- 
mum $50; in Massachusetts the insurance is limited 
to $500, and the annuity to $200. Opportunity is 
afforded to employers to co-operate with their working 
people in providing insurance or annuities, by making 
contributions toward the payment of premiums or 
assisting in the collection of the latter. 
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(6) Voluntary Insurance under Private Management. 
This method of deahng with the pension and insurance 
question is illustrated by the industrial insurance 
offered by private insurance companies, and the 
retirement and pension systems established by em- 
ployers of labor. No state action is involved here, 
except in the form of supervision. In case of the 
schemes estabhshed by employers, each industrial 
group provides for its own insurance through a con- 
tributory or non-contributory scheme. The great 
majority of these private pension systems are based 
on the non-contributory principle. Industrial in- 
siu-ance is a business proposition, pure and simple; 
it represents private enterprise applied to the solution 
of the problem of old age insurance. 



II 

The untried scheme of universal non-contributory 
pensions may be dismissed from further consideration. 
The enormous expense is generally recognized as 
prohibitive, even tho the plan itself were otherwise 
unobjectionable. Aside from financial considerations, 
the demoraUzing effect of pensioning indiscriminately 
the thrifty and the thriftless, the deserving and the 
undeserving, the needy and the well-to-do is an abso- 
lutely conclusive objection to the plan. 

So far as existing measures of legislation are con- 
cerned, the issue lies between (1) partial non-contri- 
butory pensions, (2) universal compulsory insurance, 
and (3) voluntary annuity schemes. In general, 
this issue should be determined especially with refer- 
ence to the effects of the different systems upon the 
rate of wages, upon the character and efficiency of 
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the individual, and upon the status of the family. 
It is obvious that any plan of state aid which tends 
to depress wages, to weaken character and efl&ciency, 
or to disintegrate the family, must be condemned 
as socially injurious. 

(1) The British old age pension system has not 
been in operation long enough to afford much evidence 
regarding the social effects of this type of scheme. 
The Australasian legislation, also, is of comparatively 
recent origin. The only important conclusion that 
can be drawn from the short experience with partial 
non-contributory pensions in the British colonies 
relates to the effect on poor relief. One of the popu- 
lar arguments for the pension policy is that it will 
reduce greatly the outlay for relief purposes. The 
contention is that the establishment of a pension 
system for the aged will keep them out of the alms- 
houses. It is argued that the consequent reduction 
of expenditure for poor relief will offset in great meas- 
iu*e the cost of the pensions. It has even been con- 
tended that the adoption of a pension plan will result in 
net saving to the State. This argument is completely 
discredited by the experience of the British colonies. 
In New Zealand, the cost of in-door relief has risen 
notably since the pension scheme went into opera- 
tion, from 11 l/2d. per capita of the population in 
1898 to Is. 5d. per capita in 1906. The treasurer 
of the colony of Victoria states that the introduction 
of the old age pension system has had no observable 
effect on the charitable institutions of that State. 
The Australian Royal Commission of 1905 expressed 
the opinion that the adoption of pension systems 
in New South Wales and in Victoria had not appre- 
ciably lowered the amounts voted for charitable 
purposes by the governments of those colonies. The 
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experience of Denmark may also be cited. The ex- 
penditure for poor relief has increased since the 
adoption of the old age pension system in 1891. When 
the system was established it was expected that the 
cost of poor relief would decrease to some extent, 
if not proportionately to the grant of old age reUef. 
For a few years this expectation was realized. Since 
1896, however, the amount expended for poor rehef 
has steadily increased, and in 1907 the amount thus 
expended exceeded the expenditure for 1890 by nearly 
1,000,000 kroner ($250,000). The total expenditure 
for poor relief in 1896, when it reached low level, 
was 7,105,000 kroner ($1,776,000); in 1907 it was 
9,177,474 kroner ($2,294,368). 

In this connection, the fact disclosed by the report 
of the British Royal Commission of 1909 on the 
Poor Laws that the number of in-door paupers has 
increased in proportion to the population since 1900 
is significant. The last annual report of the Local 
Government Board shows also an increase of the 
number of in-door paupers of all ages during the last 
six months of 1908. The report of the Royal Com- 
mission on the Aged Poor connects this recent increase 
of in-door pauperism with the movement for old age 
pensions, which culminated in the enactment of the 
law of 1908. The conmiissioners state that this 
movement has created a general feeling that the 
state is able and willing to make provision for parents 
whose sons fail to support them. The natural con- 
sequence of the weakening of filial obligation has 
been an increase of the number of aged paupers. 

It is not difficult to understand why poor relief 
expenditure fails to be diminished by the establish- 
ment of a pension system. In the first place, a pen- 
sion system hardly touches the mass of the almshouse 
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population. The majority of inmates of pauper 
institutions are there not because of poverty alone, 
but because of disease, infirmity, or affliction, which 
necessitates institutional residence. The grant of 
a pension will not take such persons out of the institu- 
tions. It appears, for example, that about 92 per 
cent of the aged almshouse population in Massachu- 
setts are incapacitated in whole or in part. This 
incapacity is found to be a result of sickness in 71 
per cent of the cases, of accident in 15 per cent, and 
of old age in 32 per cent. Furthermore, it appears 
that less than 8 per cent of the aged almshouse in- 
mates have relatives Uviag who are able or willing 
to help support them. In the second place, the 
more hberal policy of deaUng with the aged under a 
general pension system reacts also on the methods 
of pauper reUef. The effect is to promote larger 
expenditure for charitable purposes. The pension 
system sets the pace for a more generous administra- 
tion of the poor laws. Finally, the tendency of a 
pension system is to cultivate in the population at 
large a disposition to rely upon the State, and to take 
advantage of opportunities of public assistance to 
the utmost degree. The individual relaxes his effort 
to make independent provision for himself. The 
spirit of self-reliance, self-support, and self-respect 
tends to decline. Mr. C. S. Loch, secretary of the 
London Charity Organization Society, in comment- 
ing upon the recent tendency of pauperism to in- 
crease in Great Britain, remarks: "The evidence is 
ample that it is due to that pubhc opinion which 
of late years has minimized the evils of State depend- 
ence and the responsibilities of family obligation, 
and has advocated schemes for old age pensions and 
other measures that cannot but tend to weaken the 
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sense of social duty and lower the standard of personal 
independence in the community." ^ 

With respect to the effects of partial non-contribu- 
torj^ schemes on wages, on character and efficiency, 
and on family, in the absence of conclusive evidence 
it is possible only to lay down certain a priori gen- 
eralizations. 

It seems clear that the grant of pensions by the 
State, without contributory payments on the part 
of the beneficiaries, must tend in the long run to 
lower the rate of wages. In the first place, the effect 
of pension subsidies granted by any state must be to 
attract Avage-earners from outside, and thus to crowd 
the labor market, at least for a time. Even if a period 
of residence were required as a condition of participa- 
tion ia the pension system, its existence would, never- 
theless, operate to some extent as an inducement to 
workers to take up their residence in the pensioning 
state. This could hardly fail to react unfavorably 
upon the wage rate. It is true, to be sure, that this 
artificial stimulus to immigration would ia time be 
diminished in proportion to any reduction of the 
wage rate which attended the operation of the pension 
system; but in the beginning there would unques- 
tionably be an inducement to influx of workers into 
the pensioning state. 

Furthermore, the direct competition of the pen- 
sioned aged workers would tend somewhat to depress 
wages. Clearly, if a part of the workers in any em- 
ployment are pensioned by the State, they can, if 
they choose, underbid competitors who are not in 
receipt of such aid. The force of this influence de- 
pends largely upon the age at which pensions are 
granted, and the amount of the pension given. In 

' See Old Age PcnsioDs a Collection of Short Papers, London, 1903, p 155 
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the case of a pension system that provided hberal 
pensions at an early age, the effect on wages would 
be marked. Obviously, a pension of $500 a year 
to all workers over 50 years of age would affect the 
rate of wages most unfavorably in the manner de- 
scribed. If, however, the pensionable age were fixed 
at 70, the liability of depression of the wage rate 
through the competition of pensioned workers would 
not be considerable, especially if the amount of the 
pension were small, as in the existing pension schemes 
of European countries. This direct competition of 
the pensioned workers is probably a negligible factor 
so far as the existing systems of old age pensions are 
concerned. 

Far more serious in its effect on wages would be 
the reflex competition, as it may be termed, created 
by the pension system. This is the influence of the 
prospect of a State subsidy in old age in relation to 
the wage requirements of adult workers in general. 
If the State granted gratuitous pensions for old age, 
this fact would doubtless be taken into account by 
workers, and the rate of wages that they would de- 
mand or require would be reduced correspondingly. 
That is to say, the prospect of a State subsidy would 
reduce the need of individual saving; wage-earners, 
not being under the necessity of making full provision 
for old age, could afford to work for lower wages. 
In short, the amount of the pension would be dis- 
counted in advance by the workers in their competi- 
tion for employment. 

Finally, the effect on wages of the tax burden 
imposed by a pension system, must be taken into 
account. The taxes to defray the expenses of a 
non-contributory pension system, or of a subsidized 
pension or insurance scheme, would, in the first in- 
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stance, fall largely upon the industries of any State 
adopting such a plan. It is clear that the manufac- 
turers would make an effort to shift this burden, so 
far as possible, upon consumers or upon employees, 
in the form of higher prices or lower wages. The 
former course would be practically impossible in the 
case of industries subject to interstate competition. 
The general tendency, then, would be to lower wages. 

The liability of a depression of wages through 
indirect competition, as it has been termed, appears 
to be the chief consideration here. Of course, the 
extent of the reduction of wages that might be brought 
about through this influence would depend upon the 
provisions of the pension system, especially upon 
the amount of the pension and the conditions of 
eligibility. It is clear, for example, that if large 
pensions were provided for all aged persons, without 
any restriction whatever as to eligibility, the effect 
must be to lower wages to a marked degree. With 
pensions of small amount and with stringent con- 
ditions of administration, the effect upon wages 
would be less marked; but even then the prospect 
of pensions would doubtless operate as a barrier to 
advances of wages which otherwise the working class 
might obtain. It is to be feared, therefore, that 
the establishment of a subsidized pension or insurance 
system would stand in the way of realization of the 
ideal of an adequate living wage. If the State un- 
dertakes to support aged workers in whole or in part, 
the effect must be to lower proportionately the actual 
or potential rate of wages in the pensioning State. 

The influence of a non-contributory pension scheme 
upon character and efficiency would undoubtedly 
be as unfavorable as the effect upon wages. The 
motives and energies of self-help would be weakened 
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by this form of state help. The assurance of public 
support in old age unattended by any degree of dis- 
credit attached to its acceptance would lead wage- 
earners to relax their efforts to make independent 
provision for their declining years. It would weaken 
the incentives to individual saving. This seems so 
obvious that it is surprising to find among profes- 
sional economists any dissent on this question. Pro- 
fessor Henry R. Seager, however, not only denies 
that a non-contributory pension scheme will discour- 
age saving, but goes even further and contends that 
it will have the positive effect of quickening the de- 
velopment of that spirit of independence and self- 
help, which lies at the basis of all true progress. " The 
new policy," he believes, " far from discouraging 
thrift and foresight, will tend on the whole to encour- 
age them." 1 

This prediction seems opposed to the common 
habits and usual tendencies of human nature. The 
thrift habit is not instinctive and universal; it is 
the rare product of careful training. It is extremely 
hard to build up and very easy to break down. The 
aim of modern poor law reform has been to cultivate 
this habit by penalizing unthrift and stigmatizing de- 
pendency. The enactment of the British old age 
pension act of 1908 means abandonment of this ap- 
proved policy of conserving thrift, and reversion to 
the discredited methods of general out-door relief. 
The gravest consequences are to be apprehended 
from the change. It threatens disaster to voluntary 
agencies for the encouragement of saving, such as 
the friendly societies. The unfortunate influence 
of the pension system upon these organizations was 

1 See article on Old Age Pensions in Chanties and the Commons (now The Survey) , 
October 3, 1908, p 12. 
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the subject of serious discussion at the recent annual 
meeting of the friendly societies. The general ex- 
pectation that the old age pension system will soon 
be supplemented by state insurance against sickness 
and accident has operated to the further disadvantage 
of the friendly societies. It needs no argument to 
show that this check to the growth of voluntary thrift 
agencies is a most serious evil, moral as well as eco- 
nomic. In general, moreover, the new pension poUcy 
must exert an enervating and demoralizing influence 
upon character, lessening the sense of personal re- 
sponsibihty and self-reUance, and sapping the founda- 
tions of individual initiative and ambition. A 
non-contributory pension is simply poor reUef in 
disguised form. The acceptance of such a dole is 
hardly compatible with a vigorous spirit of self-sup- 
porting and self-respecting independence. 

In a similar way, the non-contributory pension 
policy would weaken the bonds of family solidarity. 
It would take away, in part, the filial obligation for 
the support of aged parents, which is one of the main 
ties that hold the family together. The supporters 
of this policy deny that this result would follow. 
They contend that, on the contrary, their plan would 
strengthen the family institution; they reason that 
the payment of small pensions to old persons would 
help to keep families together by making it possible 
for the children to retain the aged parent in the house- 
hold in view of the addition that his pension would 
bring to the family income. While this might be 
true in individual cases, it can hardly be doubted 
that the general effect on the family would be disin- 
tegrating. The assumption by the State of the obli- 
gation to support the aged in their homes would 
undermine filial responsibility, precisely as the guaran- 
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tee of public maintenance of children would destroy 
parental responsibility. The impairment of family 
integrity is, in fact, one of the most serious dangers 
threatened by recent experiments with non-contribu- 
tory pensions. 

(2) The compulsory insurance system of Germany 
presents a direct contrast to the non-contributory 
pension schemes of Great Britain and her colonies. 
The latter are based on the principle that the obliga- 
tion to support the aged rests upon the State, and 
that the superannuated worker may claim a pension 
of the State as a right, not as a charity. The German 
plan is founded on the opposite principle that the 
obligation to provide for old age rests upon the in- 
dividual, and that the State should enforce the per- 
formance of this duty and at the same time facilitate 
the required provision for old age through the com- 
pulsory co-operation of employers and the payment 
of state subsidies to the insured. 

The German system of compulsory insurance has 
been in operation long enough to demonstrate to 
some extent its social effects. In the main, the re- 
sults must be pronounced satisfactory. The plan 
is unquestionably the most effective and successful 
scheme of old age support now in existence. The 
attitude of public opinion in Germany toward the 
compulsory insurance laws is generally favorable. 
Recent testimony as to the successful working of 
the system is furnished by Mr. Frederick L. Hoffman, 
statistician of the Prudential Insurance Company, 
who in the summer of 1909 visited Germany and 
studied the operation of the compulsory insurance 
laws. Mr. Hoffman states: 

" There is much discontent with the administration of the in- 
surance laws, but the system itself is so well thought of that 
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repeal of the laws is out of the question. There is no dissenting 
opinion, even on the part of life insurance managers, that 
government insurance has resulted in far-reaching reforms, that 
it has been of vast benefit to the people and to the nation at 
large, and that it has come to stay. . . . The interests of capital 
and labor have certainly been harmonized remarkably in Germany, 
and. speaking from personal observation extending over a genera- 
tion, the contrast of to-day with the past is truly marvelous. 
How far government insurance has had a share in this progress 
it is of course impossible to say; but all with whom I have dis- 
cussed the subject are but of one mind, — that the effect, on the 
whole, has been decidedly for good. It is admitted that the 
system has not brought industrial peace, and that the socialists 
were never so powerful as they are to-day; it is conceded that 
there is much complaint and much discontent; but the evidence 
otherwise is superabundant that the skilled German workman in 
the large cities is decidedly well off in a material way, that he is 
well housed, weU fed, and on the whole well paid." 

A further extension of old age and invalidity in- 
surance to include adequate provision for dependent 
survivors in case of the death of the insured, is pro- 
posed in the draft of a new law submitted by the 
Chancellor to the Bundesrath, in April, 1909. This 
law also co-ordinates the various branches of the 
insurance into a complete system that will furnish 
protection to the working-man in all the emergencies 
of life, except unemployment. This contemplated 
extension of the system is in itself evidence of its 
generally satisfactory results. 

The effect of compulsory insurance on the extent 
of pauperism and the expenditure for poor relief 
in Germany can not be statistically determined. 
Whether the establishment of the system has re- 
sulted in diminution of pauperism and reduction of 
the financial burden of poor relief, or the reverse, 
has been much discussed. Professor Henry W. Far- 
nam, who has made an examination of statistical 
data and other information bearing on this question, 
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is of the opinion that the burden of poor rehef has 
not been diminished in consequence of the insurance 
laws.i Recent data relating to the effect of com- 
pulsory insurance on poor relief expenditure were 
obtained by Mr. Hoffman in the course of his recent 
investigation of the insurance laws. He made in- 
quiries on this subject in Berlin, Cologne, and other 
German cities. The burgomaster of Cologne was 
emphatic in the opinion that the insurance system 
had materially reduced the poor law expenses of 
that city. But the figures of per capita cost of out-door 
poor support in recent years do not sustain this con- 
tention that government insurance has reduced pau- 
perism in Cologne. The per capita cost increased 
from 5.07 marks in 1897 to 5.56 marks in 1902 and 
to 6.38 marks in 1907. The net cost to the city, 
exclusive of income from funds invested for chari- 
table purposes, was 3.42 marks per capita in 1897, 
4.32 marks in 1902, and 5.29 marks in 1907. Again, 
the President of the Imperial Insurance Office in 
Berlin is quoted by Mr. Hoffman as expressing the 
opinion that a decided and general reduction of poor 
relief resulting from government insurance cannot be 
statistically established. Finally, Dr. Emil Miin- 
sterberg, the most eminent European authority on 
poor law administration, is cited by Mr. Hoffman 
as expressing agreement with this opinion. It is 
argued, however, that the primary intent of the in- 
surance system is not to reach the pauper class, but 
rather to conserve the economic resources of the 
real wage-earning population, and to keep its members 
from becoming a burden upon charity in sickness, 
accident, or old age. This object the insurance laws 
have unquestionably accomplished. 

^ The Psychology of German Workmen's Insurance, Yale Review, May, 1904, 
p. 98. 
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Regarding the effect of compulsory insurance upon 
wages, it is more difficult to generalize with confidence 
than in the case of non-contributory pensions. So 
far as the State pays subsidies to the insured, the 
tendency is doubtless to cause a proportionate reduc- 
tion of wages; these subsidies are discounted in the 
competition of the labor market, just as would be non- 
contributory pensions. To a certain extent, also, 
the compulsory contributions of employers are shifted 
upon the workers in the form of lowered wages. The 
view that the employers' contributions must in the 
long run be paid by the working man is accepted 
by President Hadley who reasons thus: "The pay- 
ments to the insurance funds must chiefly, if not 
wholly, come out of wages. Even tho they be nom- 
inally levied on the employer, he is compelled, by 
competition with other employers not subject to 
this levy, to reduce in corresponding degree the wages 
he pays." ' 

This argument is based on the assumption that 
the employers who have to pay insurance contribu- 
tions are in all cases subject to competition with 
other employers not thus burdened. This would 
probably hold true, in general, of any American state 
adopting an insurance system like the German; the 
tendency would be to a reduction of wages as argued 
by President Hadley. In Germany, however, the 
rate of wages has actually risen, instead of fallen, 
since the introduction of compulsory old age insur- 
ance. It is conceivable that the effect has been to 
prevent so great an advance in wages as otherwise 
might have taken place, but it is clear that the laws 
have not imposed any impassible barrier to the ad- 
vance of wages. The cost of German old age in- 

' A. T. Hadley, Economics, p. 60. 
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surance has certainly not come out of wages in any- 
large part. The burden of supporting the system 
has been divided between the State, the employer, 
and the employed, — in what proportion it is impos- 
sible to determine. 

In estimating the likelihood of a reduction of wages 
under the operation of a compulsory insurance sys- 
tem supported partly by contributions from employers, 
account must be taken of the social condition of the 
wage-earners, particularly the education and the 
organization of the working class, and of the attitude 
of public opinion as affecting the ability of the class 
to resist pressure on the wage rate. It must further 
be considered whether any increase of efficiency on 
the part of labor is brought about by the insurance 
system as an offset to the tendency toward reduction 
of wages. In general, however, it must be recognized 
that the effect on wages of an insurance system sup- 
ported partly by assessments on employers would 
probably be unfavorable, especially if the system 
were established in a single American state, since 
most branches of industry are subject to inter-state 
competition. 

The influence of compulsory insurance on charac- 
ter and efficiency, as well as on family life, would 
manifestly be far less injurious than that of non- 
contributory pensions. It is evident, however, that 
any compulsory system must to a certain degree 
exercise an enervating influence on wage-earners. Com- 
pulsion is not favorable to the highest development 
of individual initiative, independence, responsibility, 
and self-rehance. Full individual responsibility as 
regards provision for old age exerts a healthful 
stimulative and educative effect on the individual. 
From the point of view of social effects, a voluntary 
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system is certainly preferable to a compulsory. There 
is an inevitable weakeniag of vigor and resourceful- 
ness under any compulsory scheme of social reform. 

(3) The voluntary annuity schemes recently in- 
stituted in Canada and Massachusetts are not open 
to the objections which have been pointed out in 
the case of non-contributory pensions and compul- 
sory insurance plans. The former exercise no un- 
favorable influence on wages, on character and effi- 
ciency, or on the family. The social effects of volun- 
tary insurance, so far as it can be made practically 
effective, are clearly beneficial. The only objection 
that can be urged against the annuity systems relates 
to their practicability as a general solution of the 
problem of providing for old age support. It is 
maintained that no voluntary system of insurance 
can reach the class of low-paid laborers most in need 
of special provision for old age. Any voluntary 
scheme must, it is argued, be extremely limited in 
its application; it can never become general, including 
all members of the wage-earning population. The 
late Professor A. Shaeffle has put this argument 
effectively: " Experience has everywhere demon- 
strated that the great mass of those working men 
who are poorly off will not voluntarily insure them- 
selves. Furthermore, the great majority of those 
who would like to do so cannot, on account of the 
smallness of their earnings. In other words, it is 
exactly that class which is most in need of insurance 
that either will not or cannot avail themselves of 
this device. This is the fundamental weakness of 
voluntary insurance. It fails to reach the class most 
in need of it." ^ 

The annuity systems of Canada and Massachu- 

' Quoted by W. F Willoughby, Workiugmen's Insurance, p 338 
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setts have been too short a time in operation to de- 
monstrate their possibilities. The Massachusetts Sav- 
ings Bank Insurance plan went into operation in 
June, 1908, and the Canadian Government Annui- 
ties System in January, 1909. The reports of the 
operation of the two laws show, however, that thus 
far only slight use has been made of the provisions 
for the purchase of annuities. During the first year 
of the operation of the Massachusetts Savings Bank 
Insurance Act, ending October 31, 1909, only 32 
annuity contracts were issued, representing an annual 
payment in premiums of $5408. The Canadian 
system naturally makes a somewhat better showing 
in this respect, as it deals exclusively in annuities, 
selling no insurance. During the first seven months 
of operation, ending July 31, 1909, 288 annuity con- 
tracts were issued, including 44 immediate annuities 
and 244 deferred annuities, representing payments 
in purchase money and premiums of $206,410.15. 
The Conamissioner of Government Annuities is 
making vigorous efforts to bring the system to the 
general attention of working people and employers, 
but with only moderate success. The longer 
experience of the British Postal Annuities System, 
established in 1864, is significant in this connection 
as showing the difficulty of bringing a plan of volun- 
tary insurance into effective general use. The 
number of annuities issued through the post offices 
is very small. During the last ten years the average 
number of new annuity contracts issued annually 
has been about 150, and the total amount of insur- 
ance represented has averaged only $15,000 per 
year. As compared with the business done by the 
private insurance companies the results of the post 
office insurance system must be termed insignificant. 
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In forty j'-ears the government issued through the 
post offices only about the same number of policies 
that the London Prudential writes in ten days. It 
must seriously be questioned whether the Massachu- 
setts system of savings bank insurance or the Cana- 
dian plan of government annuities can be so extended 
as to constitute a satisfactory solution of the problem 
of old age pensions. 

Ill 

Each of the three plans of old age provision which 
have been considered — non-contributory pensions, 
compulsory insurance, and voluntary annuity schemes 
— has been found to be objectionable or inadequate 
in certain respects. 

The non-contributory system was adopted by 
Great Britain as a measure of last resort under the 
pressure of irresistible demand for a sweeping meas- 
ure of old age relief. This demand arose from cer- 
tain social conditions which fortunately have no 
parallel in any American state. Pauperism in general 
and old age pauperism in particular are far more prev- 
alent in England than in the United States. The 
recent investigation by the Massachusetts Commis- 
sion on Old Age Pensions shows that there is no alarm- 
ing amount of old age destitution in this state. The 
comparative statistics of pauperism in Great Britain 
and Massachusetts show a strikingly small proportion 
of old age dependency in the latter Commonwealth, 
as contrasted with Great Britain. The number of 
paupers of all ages per one thousand of the population 
is only 8.5 in Massachusetts, as contrasted with 24.2 
in the United Kingdom; the number of paupers 
65 years of age and over per one thousand of the 
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population of the same age, is only 31.7 in Massa- 
chusetts, as against 172 in the United Kingdom; 
and finally the percentage of paupers 65 years of 
age and over, in the total pauper population, is only 
20.3 in Massachusetts, as compared with 35 in the 
United Kingdom. Fortunately there is in Massa- 
chusetts, and presumably in other American states, 
no such mass of poverty and distress as would call 
irresistibly for the institution of sweeping pension 
schemes. An old age pension system of a non-con- 
tributory character is a counsel of despair. Great 
Britain was driven to adopt this policy by the popu- 
lar demand growing out of intolerable social condi- 
tions. This excuse for pension legislation does not 
exist in any American state. The establishment of 
a non-contributory pension system in this country 
would lack even the slight measure of justification 
which may be urged in defence of the British legislation. 
The adoption of any scheme of compulsory in- 
surance, furthermore, appears to be inexpedient in 
this country at the present time. The practical, 
constitutional, and ethical objections to such action 
are weighty. The idea of compulsion is essentially 
distasteful to Americans. It was the natural dislike 
of Englishmen for compulsion of any sort which 
led to the rejection of compulsory insurance plans 
proposed in that country. The proposal of com- 
pulsory insurance is, furthermore, of doubtful con- 
stitutionality. It raises the question of the constitu- 
tionality of a law obliging wage-earners to set aside 
a certain percentage of their earnings to provide 
annuities for themselves in old age. If it covild be 
shown that the effect of the compulsion would be to 
diminish pauperism and protect the State against 
the burden of old age dependency, such exercise of 
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compulsion might conceivably be justified as a pre- 
ventive measure of poor relief. This consideration, 
however, seems to be the only one that could be con- 
sistently urged in support of the constitutionality 
of compulsory insurance. There is grave doubt 
whether this consideration would be held by the 
courts to justify a compulsory insurance law. Finally, 
there is the objection on the ground of the paternaliz- 
ing and enervating influence of compulsion upon 
character. 

In view of these objections it would be unwise to 
resort to compulsion in dealing with the problem of 
old age insurance at the present time. It is con- 
ceivable, however, that the ultimate solution of this 
problem may be found in some system of obligatory 
state insurance. The principle of compulsory edu- 
cation has been adopted and widely extended; the 
principle of compulsory sanitation has been applied 
in various directions. Compulsory insurance has 
been defended as a needful measure of further state 
interference for the protection of society against 
the burden of old age pauperism, precisely as compul- 
sory education and sanitation have been adopted to 
protect society against ignorance and disease. The 
final solution here suggested, however, lies so far in 
the future that it would be idle to consider it at this 
time. 

The proper course of action for the immediate 
future in dealing with the pension problem in Ameri- 
can states consists in the development and extension 
of various agencies of voluntary saving. Whatever 
is done in this field should be in harmony with the 
principle that provision for old age should be a charge 
upon wages to be borne by the wage-earner. The 
ideal of a living wage, which should govern all that 
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may be done in this field, demands a wage adequate 
not only for the support of the average family in 
reasonable comfort, but also for provision through 
saving, against all the emergencies of life, sickness, 
accident, and old age. No measure of old age relief 
should be adopted which would reduce wages or 
stand in the way of the future advance of wages to 
an adequate living basis. This fundamental consid- 
eration must be kept steadily in view. 

A program in harmony with this consideration 
may be constructed as follows : 

1. The establishment of retirement systems for 
public employees based on the contributory principle. 
The expenses of such pension schemes should be 
divided between the employees and the state, county, 
city or town. It is logical that the public corporation 
as an employer of labor should contribute something 
to the funds out of which allowances to superannuated 
employees are paid. Such contributions may be 
regarded as of the nature of extra compensation for 
long, faithful, and efficient service. That is to say, 
in addition to payment of current wages the public 
employer may properly offer a special additional 
allowance in the form of contributions to retirement 
funds for workers who remain in the service a certain 
period of years and reach a specified age, meanwhile 
contributing from their wages to provide insurance 
for their old age. Thus far in the United States 
only a small beginning has been made in the field 
of pensions for pubUc employees. There is no gen- 
eral legislation on this subject, either national or 
state. No American city has yet established a gen- 
eral pension system for all employees. The existing 
provisions for municipal pensions are confined to 
certain classes of employees, notably policemen, fire- 
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men, and teachers. The general establishment of 
retirement systems for the employees of national, 
state, and local governments would provide old age 
iasm-ance for one large class of the wage-earning 
population.! 

2. The institution of contributory retirement sys- 
tems by corporations and large employers of labor. 
Public service corporations especially can safely and 
profitably undertake this form of welfare enterprise. 
The recent rapid extension of pension and insurance 
systems among public service corporations in this 
country is an important movement toward the so- 
lution of the old age pension problem. The Massa- 
chusetts Commission obtained information concern- 
ing fifty of these schemes, twenty-eight of which 
are maintained by railway companies and twenty- 
two by industrial, commercial, or banking establish- 
ments. It is unfortunate, however, that the majority 
of these schemes are wholly non-contributory. What- 
ever is done in the future in the way of extending 
retirement systems for employees of corporations 
should be based upon the contributory principle; 
the expense should be borne jointly by employer and 
employed, as in the case of public pension systems. 
The general estabUshment of retirement systems for 
employees of corporations would make provision for 
another large group of the working class. 

3. The extension of the agencies that afford op- 
portunity for old age insurance, including private 
associations, such as trade unions, beneficiary so- 



1 A bill autkoriziug cities and towns to establish contributory retirement systems 
for employees, drawn by the Massachusetts Commission on Old Age Pensions, was 
passed by the General Court during the last session — No 619, Acts of 1910 Bills 
providing for the estabhshment of such systems for employees of the State and the 
counties were referred to the next General Court with instructions calling for inves- 
tigation by the Director of the Bureau of Statistics of the cost of operating such systems 
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cieties, and the like, and public schemes of voluntary- 
insurance, such as the Canadian and Massachusetts 
annuity systems. This class of insurance can hardly 
be expected to reach the great mass of unskilled and 
low-paid labor, for the reasons already set forth. 
The higher ranks of skilled labor and of salaried 
employment can, however, be adequately provided 
with old age insurance through these agencies. It 
is desirable that any obstacles which may now lie 
in the way of the extension of voluntary thrift in- 
stitutions be removed. To this end the laws govern- 
ing the operation of fraternal, beneficiary corporations, 
which in many states now prevent the payment of 
old age benefits, should be amended so as to enable 
these societies to provide old age insurance for their 
members under supervision by the state insurance 
department. Another measure designed to promote 
individual saving and strengthen voluntary thrift 
agencies, which was recommended by the Massachu- 
setts Commission and adopted by the last legislature, 
is compulsory instruction in thrift in the public schools. 
This project is not purely theoretical or fanciful, 
for the subject of thrift is taught effectively in the 
pubUc schools of European countries, notably in 
France and Germany. 

4. The adoption of preventive measures designed 
to reduce the volume of old age dependency. Ade- 
quate provisions for industrial education will even- 
tually accomplish substantial results toward this 
end. Measures calculated to diminish the amount of 
sickness and accident and to provide satisfactory com- 
pensation for industrial injuries are also of vital im- 
portance in this connection. Whatever can be done 
to check economic waste from this source, which is 
now a large factor in producing old age pauperism, 
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will contribute directly to the solution of the pension 
problem. 

5. The creation of a permanent state commission 
or commissions of old age insurance. The chief 
function of such a department would be to act as a 
bureau of information and assistance to employers 
and employees and particularly to aid and advise 
them regarding the estabUshment of retirement sys- 
tems. The extension of retirement systems in the 
field of corporate and public employment could be 
promoted and directed by such a bureau. The bureau 
could also render important service by studying the 
operation of various agencies, pubUc or private, that 
have been created for dealing with the problem of 
old age pensions and guiding future legislation on 
this subject by exact knowledge of facts. 

The fundamental object of the poUcies here outlined 
is to conserve and strengthen habits of voluntary 
saving and to create and extend agencies providing 
for its exercise. There will doubtless remain a cer- 
tain residuum of low-paid labor which cannot be pro- 
vided for in respect to old age insurance through 
measures of this character. It is difficult, indeed, 
to see how this unfortunate group could be dealt 
with effectively even under a compulsory insurance 
system. Irregular employment and insufficient wages 
place a certain percentage of the working class beyond 
the reach of any insurance system. The present 
poor laws are designed, however, to meet precisely 
this need of provision for a class that cannot be trained 
to economic competency and self-supporting inde- 
pendence throughout all the period of life. It would 
be a disastrous policy to institute any system of 
gratuitous pensions for the particular benefit of this 
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unfortunate class. The number in the class is not 
large in the American states. By establishing a 
pension system for the benefit of the small minority 
of wage-earners who may possibly need such aid the 
State would strike a blow at the resources of volun- 
tary thrift, individual responsibility, and family in- 
tegrity which have enabled the great majority of 
the population to maintain themselves in self-sup- 
porting independence. In the impatient effort to 
help things forward at a faster pace we should, by 
attempting an experiment of this kind, immediately 
retard and ultimately reverse the normal process of 
social betterment. 

F. Spencer Baldwin. 

Boston Univubsitt. 



